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OATH OR AFFIRMATION

Frederick Ferraro swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Industrial and Commercial Bank of China Financial Services LLC as

of December31 20 11 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

Signature

Chief Financial Officer

Title

Gall Parker

Notary Public
Notary Public State of New York
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II Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

lI An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

Independent auditors report on internal control

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3
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McGladrey Pullen LLP

McGIadrey

Independent Auditors Report

To the Board of Managers and Member

Industrial and Commercial Bank of China Financial Services LLC

1633 Broadway

New York New York

We have audited the accompanying statement of financial condition of Industrial and Commercial Bank of

China Financial Services LLC the Company as of December 31 2011 that you are filing pursuant to Rule

17a-5 under the Securities Exchange Act of 1934 This financial statement is the responsibility of the

Companys management Our responsibility is to express an opinion on this financial statement based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the statement of financial condition is free of material misstatement An audit includes examining

on test basis evidence supporting the amounts and disclosures in the statement of financial condition An

audit also includes assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that our audit of

the statement of financial condition provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects

the financial position of the Company as of December 31 2011 in conformity with accounting principles

generally accepted in the United States of America

New York New York

February 28 2012

Member of RSM International network network of independent accounting tax and consulting firms



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of China Limited

Statement of Financial Condition

December 31 2011

Assets

Cash and cash equivalents 156471271

Securities purchased under agreements to resell 16238856820

Securities borrowed 2244769450

Deposits with clearing organizations 152851987

Receivables

Customers 1095252

Broker-dealers and clearing organizations 288065178

Secured demand note receivable 100000000

Interest and dividends receivable 1407363

Furniture equipment and leasehold improvements net of

accumulated depreciation and amortization of $812999 3139059

Other assets 11483840

Total assets 19198140220

Liabilities and Members Capital

Liabilities

Securities sold under agreements to repurchase 17315747731

Securities loaned 1470801556

Payables

Customers 2315239

Broker-dealers and clearing organizations 235308247

Deferred tax liability 5669471

Interest and dividends payable 3067298

Other liabilities 5001883

Liabilities 19037911425

Subordinated borrowings 100000000

Members capital 60228795

Total liabilities and members capital 19198140220

The accompanying nptes are an integral part of this statement of financial condition



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

Organization and Nature of Business

Industrial and Commercial Bank of China Financial Services LLC the Company is

wholly owned subsidiary of Industrial and Commercial Bank of China Limited the

Parent The Company is registered broker-dealer with the U.S Securities and

Exchange Commission SEC under the Securities Exchange Act of 1934 and member

of the Financial Industry Regulatory Authority F1NRA The Companys business is to

offer securities clearing processing and financing services to clients

Significant Accounting Policies

Basis ofPresentation

The Companys financial statements are prepared in accordance with accounting

principles generally accepted in the United States of America GAAP which

requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and liabilities at

the date of the financial statements and the reported amounts of revenues and

expenses during the reporting period Actual results could differ from those estimates

Cash and Cash Equivalents

The Company defines cash equivalents to be highly liquid investments with original

maturities of less than ninety days which may include federal funds sold on an

overnight basis The Company maintains amounts due from banks which at times

may exceed federally insured limits

Cash and Securities Segregated Under Federal and Other Regulations

Cash and securities segregated for the benefit of customers include cash and securities

segregated in compliance with federal and other regulations and represent funds

deposited by customers and funds accruing to customers as result of trades or

contracts

Income Taxes

The Company accounts for income taxes in accordance with Financial Accounting

Standards Board FASB Accounting Standards Codification ASC 740

Accounting for Income Taxes FASB ASC 740 requires that deferred taxes be

established based upon the temporary differences between financial statement and

income tax bases of assets and liabilities using the enacted statutory rates

The Company files tax returns on stand-alone basis Deferred tax is provided in full

using the balance sheet liability method on temporary differences arising between the

tax bases of assets and liabilities and their carrying amounts in the financial

statements



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

The Company recognizes and measures its unrecognized tax benefits in accordance

with FASB ASC 740 Under that guidance the Company assesses the likelihood

based on their technical merit that tax positions will be sustained upon examination

based on the facts circumstances and information available at the end of each period

The measurement of unrecognized tax benefits is adjusted when new information is

available or when an event occurs that requires change

Collateralized Transactions

Securities Purchased Under Agreements to Resell and Securities Sold Under

Agreements to Repurchase

Securities purchased under agreements to resell reverse repurchase agreements

and securities sold under agreements to repurchase repurchase agreements are

accounted for as collateralized financing transactions and are recorded at their

contracted resale or repurchase amounts Due to the highly liquid nature of the

underlying collateral primarily U.S government and agency securities and the

short-term maturity of these agreements contractual amounts approximate fair

value It is the policy of the Company to take possession of securities in order to

collateralize reverse repurchase agreements The collateral value including

accrued interest is monitored daily and additional collateral is obtained when

appropriate to protect the Company in the event of default by the counterparty

Substantially all repurchase and reverse repurchase activities are transacted under

master netting agreements that give the Company the right in the event of default

to liquidate collateral held and offset receivables and payables with the same

counterparty Accrued interest income and interest expense are reported as part of

securities purchased under agreements to resell and securities sold under

agreements to repurchase respectively on the Statement of Financial Condition

Reverse repurchase agreements and repurchase agreements are reported net by

counterparty when applicable pursuant to the provisions of FASB ASC 210

Offsetting of Amounts Related to Certain Reverse Repurchase and Repurchase

Agreements At December 31 2011 the Company recorded $20.0 billion of

reverse repurchase and repurchase agreements net in accordance with FASB ASC
210

ii Securities Borrowed and Loaned Transactions

Securities borrowed and loaned transactions are accounted for as collateralized

financing transactions These transactions are recorded at their contracted amount

the amount of cash or other collateral advanced or received Securities borrowed

transactions require the Company to deposit cash with the lender in excess of the

market value of the securities borrowed The cash or other collateral is monitored

daily and additional cash or collateral is obtained when appropriate to protect the

Company in the event of default by the counterparty Rebates earned or paid on

securities borrowing or lending transactions are shown in the category interest and

dividends receivable or interest and dividends payable respectively on the

Statement of Financial Condition



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

Fair Value of Financial Instruments

In May 2011 the FASB issued updated accounting guidance related to fair value

measurements and disclosures that result in common fair value measurements and

disclosures between U.S GAAP and International Financial Reporting Standards

This guidance includes amendments that clarify the application of existing fair value

measurement requirements in addition to other amendments that change principles or

requirements for measuring fair value and for disclosing information about fair value

measurements This guidance is effective for annual periods beginning after

December 15 2011 The adoption of this guidance is not expected to have material

effect on the Companys Statement of Financial Condition

Substantially all of the Companys assets and liabilities are carried at fair value or

contracted amounts which approximate fair value Assets which are recorded at

contracted amounts approximating fair value consist largely of short-term secured

receivables including securities purchased under agreements to resell receivables

from customers and receivables from broker-dealers and clearing organizations

Similarly the Companys short-term liabilities such as securities sold under

agreements to repurchase short-term borrowings payables to customers and payables

to broker-dealers and clearing organizations are recorded at contracted amounts

approximating fair value These instruments generally have variable interest rates

and/or short-term maturities in many cases overnight and accordingly their fair

values are not materially affected by changes in interest rates or market movements

Subordinated borrowings are recorded at contracted amounts approximating fair

value

Foreign Currencies

The Company has certain cash on deposit with banks denominated in foreign

currencies and has payables to customers and counterparties also in foreign currencies

These assets and liabilities are translated at closing exchange rates at December 31

2011

Intangible Assets

Under the provisions of ASC 350 Intangibles Goodwill and Other the Company has

reviewed appropriate events and circumstances and concluded that it is more likely than not

that the fair value is
greater

than the carrying amounts of such assets Intangible assets

consisted of the following at December 31 2011 which are included in other assets on the

Statement of Financial Condition

Customer relationships 8480450

Software 1668000

Less accumulated amortization 389200 1278800

9759250



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

Receivable From and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to broker-dealers and clearing organizations at

December 31 2011 consist of the following

Receivable Payable

Securities failed-to-deliver/receive 262496262 204240156

Receivable from and payable to clearing organizations 25487592 973657

Receivable from and payable to broker-dealers 81324 30094434

288065178 235308247

Furniture Equipment and Leasehold Improvements

Furniture equipment and leasehold improvements consist of leasehold improvements

furniture fixtures computer and communication equipment and software Furniture

equipment and leasehold improvements are stated at cost less accumulated depreciation and

amortization Depreciation and amortization of premises and equipment are provided by the

straight-line method over the estimated useful life of the asset

Leasehold improvements are amortized over the lesser of the estimated useful life of the

asset or where applicable the remaining term of the lease but generally not exceeding five

years

Furniture equipment and leasehold improvements costs are tested for impairment whenever

events or changes in circumstances suggest that an assets carrying value may not be fully

recoverable in accordance with current accounting guidance

Furniture equipment and leaseholds consisted of the following at December 31 2011

Furniture equipment and software 3200535

Leasehold improvement 751523

3952058

Less Accumulated depreciation and amortization 812999

3139059



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

Other Assets

The amounts in other assets at December 31 2011 consist of the following

Intangible assets

Customer relationships 8480450

Software net of accumulated amortization 1278800

Clearance fees receivable 1150000

Other deferred and prepaid expenses 574590

11483840

Related Party Transactions

The Company has service agreements with the Parent and certain affiliates The Company
shares some of the same resources to benefit from the infrastructural cost savings in the

conduct of its business The Company has several transactions with its Parent and affiliates

The Parent and affiliates provide various administrative services as defined in the respective

service level agreements such as human resources among others to the Company for which

the Company is charged in accordance with the service level agreements

At December 31 2011 included in other liabilities are payable to Parent and affiliates

$418684 which was incurred

The Company also has committed line of credit arrangement with the Parents New York

branch in the amount of $250000000 Draw-downs pursuant to the credit line are

unsecured and the agreement expires on January 31 2014 As of December 31 2011 there

were no borrowings outstanding

Employee Benefit Plans

The Company initiated Traditional and Roth 401k Plan the Plan commencing

January 2011 Each year participants may contribute up to 20% of pretax annual

compensation as defined in the Plan subject to certain Internal Revenue Code limitations

Participants may also contribute amounts representing rollover distributions from other

qualified plans The Company may make nondiscretionary matching contribution up to

100% of the first 4% of base compensation that participant contributes as pretax and

after-tax contributions to the Plan In addition the Company will make non-elective

contribution up to the first 5% of participants base compensation



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

Subordinated Borrowings

The Company has $100000000 secured demand note and collateral agreement with its

Parent The note payable bears interest of 0.07% per annum and matures on October 15

2013 The secured demand note receivable is noninterest-bearing and is collateralized by

marketable U.S Treasury securities with an estimated fair value of $111106000 as of

December 31 2011

The secured demand note has been approved by FINRA and is available in computing net

capital under SEC Rule 15c3-1 This secured demand note is subordinated to the claims of

general creditors and to the extent it is required for the Companys continued compliance

with minimum net capital requirements it may not be repaid

10 Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the

carrying amounts of assets and liabilities for financial reporting purposes and the amounts

used for income tax purposes For financial reporting purposes net deferred tax liability at

December 31 2011 is $5397036 Deferred tax liabilities relate principally to the excess

over the book and tax basis of the intangible assets and software Federal taxes payable of

$69664 and state taxes payable of $88830 are included in other liabilities on the Statement

of Financial Condition

11 Regulatory Requirements

The Company is subject to the SECs Uniform Net Capital Rule 15c3-1 the Rule which

requires the maintenance of minimum net capital The Company has elected to use the

alternative method as permitted by the Rule which requires that the Company maintain

minimum net capital as defined equal to the greater of $250000 or 2% of aggregate debit

balances arising from customer transactions as defined At December 31 2011 the

Company had net capital of $132741000 which was $131722000 in excess of required

net capital of $1019000

The Company is also subject to the SECs Customer Protection Rule SEC Rule 15c3-3
which requires under certain circumstances that cash or securities be deposited into

special reserve bank account for the exclusive benefit of customers and for the proprietary

accounts of introducing brokers At December 31 2011 the Companys SEC Rule 5c3-3

reserve computation indicated reserve requirement of $5451000 At December 31 2011

the Company had qualified securities in the amount of $11026000 segregated in its account

reserved for the exclusive benefit of customers which is supported by collateral on the

secured demand note receivable with the Parent



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

The Company is also required to perform computation of reserve requirements for

Proprietary Accounts of Introducing Brokers PAIB At December 31 2011 the

Companys PAIB reserve computation indicated reserve requirement of $13929000 At

December 31 2011 the Company had qualified securities in the amount of $17900000

segregated in its PAIB reserve account which is supported by collateral on the secured

demand note receivable with the Parent

12 Commitmentsand Contingencies

The Company leases office space under an operating lease which expires in October 2015

Following is schedule of the remaining lease payments

Year Ending December 31

2012 487720

2013 487720

2014 487720

2015 406434

Total minimum obligation 1.869.594

In accordance with FASB ASC 450 Accounting for Contingencies the Companys policy

regarding legal and other contingencies is to accrue liability when it is probable that

liability has been incurred and the amount of the loss can be reasonably estimated At

December 31 2011 the Company is not aware of any outstanding contingencies

13 Credit Risk

The Company enters into short-term collateralized financing transactions and consequently

has credit risk for the timely repayment of principal and interest Credit risk is measured by

the loss the Company would record if its counterparties failed to perform pursuant to the

terms of their contractual obligations and the value of collateral held if any was not

adequate to cover such losses Specifically the Companys potential credit loss exposure for

contractual commitments is equal to the market or fair value of contractual commitments

that are in net asset position less the effect of master netting agreement The Company has

established controls to monitor the creditworthiness of counterparties as well as the quality

of pledged collateral and uses master netting agreements whenever possible to mitigate the

Companys exposure to counterparty credit risk The Company may require counterparties

to submit additional collateral when deemed necessary The Company controls the collateral

pledged by the counterparties which consists largely of securities issued by the U.S

government or its agencies



Industrial and Commercial Bank of China Financial Services LLC

Wholly Owned Subsidiary of Industrial and Commercial Bank of

China Limited

Notes to Statement of Financial Condition

14 Subsequent Events

The Company has evaluated subsequent events for potential recognition and/or disclosure

through the date this financial statement was issued

10


